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State  of  Montana 


Report  to  the  Legislature 


December  1998       Financial-Compliaiice  Audit 

For  the  Two  Fiscal  Years  Ended  June  30,  1998 


Office  of  the  Secretary  of  State 


This  report  contains  four  recommendations  related  to: 

•■  Improving  cash  management  to  adequately  safeguard  cash  and 

prevent  theft. 

*■  Establishing  fees  commensurate  with  costs  in  accordance  with  state 

law. 

*■  Allocating  costs  appropriately  between  the  Enterprise  and  Internal 

Service  Funds. 


There  is  also  a  disclosure  issue  related  to: 
*■  Investment  earnings 
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Direct  comments/inquiries  to: 
Legislative  Audit  Division 
Room  135,  State  Capitol 
PO  Box  201705 
98-30  Helena  MT  59620-1 705 


Help  eliminate  fraud,  waste,  and  abuse  in  state  government.  Call  the  Fraud  Hotline  at  1-800-222-4446 
statewide  or  444-4446  in  Helena. 
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FINANCIAL-COMPLIANCE  AUDITS 


Financial-compliance  audits  are  conducted  by  the  Legislative  Audit  Division  to  determine  if  an 
agency's  financial  operations  are  properly  conducted,  the  financial  reports  are  presented  fairl> ,  and 
the  agency  has  complied  with  applicable  laws  and  regulations.  In  performing  the  audit  work,  the 
audit  staff  uses  standards  set  forth  by  the  American  Institute  of  Certified  Public  Accountants  and  the 
United  States  General  Accounting  Office.  Financial-compliance  audit  staff  members  hold  degrees 
with  an  emphasis  in  accounting.  Most  staff  members  hold  Certified  Public  Accountant  (CPA)  cer- 
tificates. 

Government  Auditing  Standards,  the  Single  Audit  Act  Amendments  of  1996  and  0MB  Circular  A- 
133  require  the  auditor  to  issue  certain  fmancial,  internal  control,  and  compliance  reports.  This 
individual  agency  audit  report  is  not  intended  to  comply  with  these  reporting  requirements  and  is 
therefore  not  mtended  for  distribution  to  federal  grantor  agencies.  The  Legislative  Audit  Division 
issues  a  statewide  biennial  Single  Audit  Report  which  complies  with  the  above  reportmg 
requirements.  The  Single  Audit  Report  for  the  two  fiscal  years  ended  June  30,  1999,  will  be  issued 
by  March  3 1,  2000.  Copies  of  the  Single  Audit  Report,  when  available,  can  be  obtained  by 
contacting: 

Single  Audit  Coordinator  Legislative  Audit  Division 

Office  of  Budget  and  Program  Planning  Room  135,  State  Capitol 

State  Capitol  PO  Box  201705 

Helena  MT  59620  Helena  MT  59620- 1 705 
Phone (406) 444-3616 


MEMBERS  OF  THE  LEGISLATIVE  AUDIT  COMMITTEE 

Senator  Linda  Nelson, 

Chair 

Representative  Bruce  Simon,  Vice  Chair 

Senator  Sue  Bartlett 

Representative  Beverly  Bamhart 

Senator  Reiny  Jabs 

Representative  Ernest  Bergsagel 

Senator  Tom  Keating 

Representative  A.  R.  "Toni"  Hagener 

Senator  Ken  Miller 

Representative  Bob  Keenan 

Senator  Barry  "Spook' 

Stang 

Representative  Roben  Pavlovich 

LEGISLATIVE  AUDIT  DIVISION 


Scott  A.  Seacat,  Legislative  Auditor 

John  W.  Northey.  Legal  Counsel 

Tori  Hunthausen,  IT  &  Operations  Manager 


Deputy  Legislative  Auditt)rs: 

Jim  Pellegrini.  Performance  Audit 

James  Giliett,  Financial-Compliance  Audit 


December  1998 


To  the  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Office  of  the  Secretary  of  State  for  the  two 
fiscal  years  ended  June  30,  1998.   Included  in  this  report  are  recommendations  concerning  cash 
management,  fees  commensurate  with  costs,  allocation  of  costs,  and  a  disclosure  issue  related  to 
investment  earnings.  The  office's  written  response  to  tiie  audit  recommendations  is  included  in  the 
back  of  tiie  audit  report. 


We  thank  the  Secretary  of  State  and  his  staff  for  their  assistance  and  cooperation 

.RespectfiJJy  submitted, 


jcott  A.  Seacat 
Legislative  Auditor 


Room  135.  State  Capitol  Building.  PO  Box  201705    Helena  MT  59620-1705 
Phone  (406)444-3122     FAX  (406)  444-9784      E-Maillad@stale.mt.us 


Legislative  Audit  Division 


Financial-Compliance  Audit 

For  the  Two  Fiscal  Years  Ended  June  30,  1998 


Office  of  the  Secretary  of  State 


Members  of  the  audit  staff  involved  in  this  audit  were  Victoria  Murphy.  Laura 
L.  Noms,  Vickie  Rauser,  and  Jenny  Solem. 
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Report  Summary 


Office  of  the  Secretary  of 
State 


This  report  contains  the  results  of  our  financial-comphance  audit  of  the 
Secretary  of  State's  office  (office)  for  the  two  fiscal  years  ended 
June  30,  1998.  The  previous  audit  report  contained  three  recommen- 
dations to  the  office.  The  office  implemented  one  and  did  not 
implement  two  of  those  recommendations.  The  two  recommendations 
not  implemented  pertain  to  cash  management  and  fees  commensurate 
with  costs  and  are  discussed  again  in  this  report. 


This  report  contains  four  recommendations.  The  fu-st  recommendation 
relates  to  cash  management.  The  next  three  recommendations  relate  to 
fees  commensurate  with  costs  and  cost  allocations.  This  report  also 
contains  a  disclosure  issue  related  to  investment  earnings. 

We  issued  a  qualified  opinion  on  the  financial  schedules  contained  in 
this  report.  This  means  the  reader  should  use  caution  when  relying  on 
the  presented  fmancial  information  and  the  supporting  data  on  the 
Statewide  Budgeting  and  Accounting  System. 

The  listing  below  serves  as  a  means  of  summarizing  the 
recommendations  contained  in  this  report,  the  office's  response  thereto, 
and  a  reference  to  the  supporting  comments. 


Recommendation  #  1 


Recommendation  #2 


Recommendation  #3 


We  recommend  the  office: 

A.  Deposit  money  daily  in  accordance  with  state  law. 

B.  Implement  internal  controls  over  cash  to  ensure  it  is 

adequately  safeguarded Page  7 

Office  Response:  Concur.  See  page  B-3. 

We  recommend  the  office  develop  a  system  to  document 

individual  Internal  Service  Fund  service  fees  are  commensurate 

with  the  costs  of  providing  the  service  as  required  by  state  law.   .  Page  9 

Office  Response:  Concur.  See  page  B-4. 

We  recommend  the  office: 

A.     Document  the  revenue  generated  from  and  the  costs 
associated  with  each  service  provided. 
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Page  vi 


B      Ensure  fees  are  commensurate  with  costs  for  Enterprise 

Fund  activities  as  required  by  state  law Page  1 2 


Office  Response:  Concur.  See  page  B-4. 


Recommendation  #4 


We  recommend  the  office: 

A.  Develop  a  system  to  document  personal  service  allocations. 

f 

B.  Properly  allocate  expenses  among  the  services  provided 
by  the  office. 

C.  Pay  for  services  provided  to  the  office  by  the  Records 
Management  Bureau Page  13 

Office  Response:  Concur.  See  page  B-5. 
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Introduction 


We  performed  a  financial-compliance  audit  of  the  Office  of  the 
Secretary'  of  State  (office)  for  the  two  fiscal  years  ended  June  30,  1998. 
The  audit  objectives  were  to: 

1.  Determine  office  compliance  with  applicable  laws  and  regulations, 

2.  Make  recommendations  for  improvements  in  the  management  and 
internal  controls  of  the  office. 

3.  Determine  if  the  fmancial  schedules  present  fairly  the  results  of 
operations  of  the  office  for  the  two  fiscal  years  ended  June  30, 
1998. 

4.  Determine  the  implementation  status  of  prior  audit  recom- 
mendations. 

This  report  contains  four  recommendations  to  the  office  and  one 
disclosure  issue.  Areas  of  concern  not  having  a  significant  effect  on  the 
successfiil  operations  of  the  office  are  not  included  in  this  report,  but 
have  been  discussed  with  management. 

hi  accordance  with  section  17-8-101,  MCA,  we  reviewed  the  Internal 
Service  Fund  fees,  charges  for  services  and  fund  equity  balance.  Based 
upon  our  review,  the  office  is  not  in  compliance  with  the  law  requiring 
fees  to  be  commensurate  with  costs.  As  discussed  on  page  8,  we  noted 
the  office  needs  to  develop  a  system  to  establish  fees  commensurate 
with  costs. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and  disclosed 
the  costs,  if  significant,  of  implementing  the  recommendations  made  in 
this  report. 


Background 


The  Office  of  the  Secretary  of  State  is  established  by  Article  VI, 
Section  1,  of  the  Montana  Constitution.  Title  2,  chapter  15,  part  4,  of 
the  Montana  Code  Annotated  (MCA)  sets  forth  the  Secretary  of  State's 
duties.  The  office  files,  stores,  maintains,  and  preserves  permanent 
records  of  the  state  and  certaui  public  interest  records  of  private  citizens. 
The  office  publishes  the  Montana  Admimstrative  Register  (MAR)  and 
the  Administrative  Rules  of  Montana  (ARM). 
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Introduction 


The  Sccretan  of  State  serves  as  chief  election  officer  for  the  state, 
maintaining  uniformitN  in  the  application  of  the  election  laws  and 
retaining  election  records  through  the  Elections  Bureau    In  addition,  the 
Sccrctar\'  of  State  serves  as  a  member  of  the  Board  of  Land 
Commissioners  and  the  Board  of  Examiners. 
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Prior  Audit  Recommendations 


Prior  Audit  ^^  performed  the  pnor  audit  of  the  Office  of  the  Secretary-  of  State  for 

Recommendations  the  two  fiscal  years  ended  June  30.  1996.  The  report  contained  three 

recommendations.  The  office  implemented  one  and  did  not  implement 
two  of  the  recommendations.  The  two  recommendations  not 
implemented  relate  to  cash  management  and  fees  commensurate  with 
costs,  which  are  discussed  agam  on  pages  5  and  7  of  this  report. 
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Findings  and  Recommendations 


Cash  Management  State  law  requires  all  money  that  is  collected  be  deposited  daily  with  the 

State  Treasurer  when  the  accumulated  amount  of  collections  exceeds 
$500.  The  law  is  designed  to  maximize  mterest  earnings  and  to  help 
prevent  the  loss  and  theft  of  moneys  the  state  has  received. 

During  our  audit  of  the  office  in  1978,  we  noted  that  checks  were  not 
deposited  in  a  timely  manner  as  required  by  state  law.  Ten  audits, 
twenty  years  and  three  administrations  later,  the  office  has  not  fully 
implemented  the  recommendation.  During  each  audit  we  noted 
improvement  in  the  procedures,  but  receipts  are  still  not  deposited  daily 
as  required  by  law.  Over  the  years,  the  office  began  restnctively 
endorsing  checks,  issuing  prenumbered  receipts  for  cash,  attempted  to 
obtain  authorization  for  an  additional  employee  from  the  legislature,  and 
hired  a  temporar\'  agency  to  help  process  annual  fees. 

The  office  receives  the  majority  of  its  fees  through  the  mail.  Office 
personnel  described  the  cash  receipting  and  depositing  processes  as 
follows: 

They  open  the  mail  and  attach  checks  to  the  documents.  For  coin 
and  currency,  they  wnte  a  receipt  and  attach  it  to  the  documents, 
then  place  the  coin  and  currency  in  a  locked  box  in  a  vault.  At  the 
end  of  the  week,  personnel  take  the  cash,  record  the  information 
into  the  office's  computer  system,  then  deposit  the  money. 
Personnel  record  checks  on  the  computer  system  after  the 
documents  are  considered  filed.  At  that  point,  personnel  remove 
the  checks  fi^om  the  documents  and  deposit  the  checks.  The  time 
lag  from  the  time  the  documents  arrive  at  the  office  and  the  time 
they  are  processed  can  be  up  to  14  days. 

We  identified  the  following  weaknesses  in  the  office's  cash  management 
procedures: 

We  noted  several  instances  where  checks  were  recorded  on  the 
computer  system  but  not  deposited  into  the  state  treasury  for  up  to 
45  days.  According  to  the  procedures  described  to  us,  the  checks 
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should  have  been  deposited  the  day  thc>'  were  recorded  on  the 
computer  system    This  delay  increases  the  risk  of  theft 

The  ofilce  does  not  accoimt  for  all  of  its  prenumbered  receipts. 
The  cash  receipts  arc  kept  in  a  loose  leaf  binder.  We  noted 
duplicate  receipt  numbers  and  receipts  were  not  used  in  numeric 
order.  At  a  minmium,  the  office  should  reconcile  and  account  for 
all  of  the  cash  receipts.  Using  bound  receipt  books  would  facilitate 
such  a  reconciliation. 

We  noted  that  one  employee  was  responsible  for  tracking  unused 
cash  receipts  as  well  as  the  completed  receipts.  This  employee  also 
had  access  to  the  fee  summary  sheets  and  was  responsible  for 
depositing  the  cash.  Access  to  all  of  these  areas  creates  an 
inadequate  segregation  of  duties.  There  are  no  compensating 
controls  to  determine  if  all  the  cash  collections  on  the  computer 
system  were  deposited  in  the  state  treasury.  At  a  minimum,  the 
person  with  access  to  the  completed  receipts  should  not  be  the 
person  responsible  for  handling  the  cash. 

Once  personnel  record  the  cash  on  the  computer  system,  it  is  no 
longer  kept  in  a  locked  box.  Personnel  place  the  cash  in  a  manilla 
envelope  with  the  fee  summary  sheet  and  a  copy  of  the  cash  receipt. 
The  envelope  is  placed  in  a  wire  basket  in  the  walk-in  vault  where 
any  employee  can  access  it.  Once  personnel  from  the  accounting 
office  pick  up  the  deposit,  it  is  taken  to  the  accounting  office  and 
placed  in  a  locking  file  cabinet.  We  noted  this  cabinet  was  not 
locked  during  the  day,  so  anyone  can  access  the  cash  at  that  point 
as  well.  To  properly  safeguard  cash,  the  office  should  keep  it  in  a 
locked  box  or  safe  that  has  limited  access. 

The  office  could  deposit  money  daily  into  uncleared  collections.  The 
money  can  be  tracked  using  a  sequential  numbering  stamp  and  a 
subsidiary  detail  ledger  system.  For  those  documents  that  cannot  be 
processed  because  of  incomplete  documentation,  the  office  could  send  a 
letter  requesting  the  additional  documentation  and  provide  a  form  for 
requesting  a  refund  if  that  is  necessary. 
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The  cost  of  implementing  this  recommendation  should  be  minimal. 
Since  the  process  of  removing  the  checks  from  the  documents  and 
preparing  the  fee  sheets  is  split  among  several  employees  and  occurs  as 
the  documents  are  processed,  the  office  may  need  to  hire  an  additional 
employee  whose  sole  responsibility  would  be  to  handle  collections,  hi 
addition,  the  accounting  office  may  need  to  reallocate  duties  to  allow  for 
reconciUation  of  these  collections. 

Due  to  the  internal  control  weaknesses  noted  above,  we  expanded  our 
testing  over  cash  collections.  We  discovered  cash  totaling 
approximately  $1,200  was  not  deposited  in  the  state  treasury.  An 
additional  $1,758  was  deposited  17  to  109  days  after  it  should  have 
been.  This  matter  was  referred  to  the  Attorney  Generafs  Office  by  the 
Secretary  of  State  and  our  ofQce  in  accordance  with  section 
5-13-304(4),  MCA. 

Recommendation  #1 

We  recommend  the  office: 

A.  Deposit  money  daily  in  accordance  with  state  law. 

B.  Implement  internal  controls  over  cash  to  ensure  it  is 
adequately  safeguarded. 


Fees  Commensurate  During  the  audit  period,  the  office  was  entirely  ftmded  from  proprietary 

With  Costs  sources  and  used  both  an  hitemal  Service  Fund  and  an  Enterprise  Fund. 

Its  customers  include  both  governmental  and  non-governmental  entities. 
Statutory  mandates  concerning  the  establishment  of  fees  have  a  greater 
significance  on  a  proprietary'  fimd  operation  than  they  have  on  an 
operation  which  is  ftmded  from  several  sources. 

As  discussed  in  the  following  two  sections,  the  office  does  not  have 
documentation  to  support  over  half  of  its  individual  fees.  We  believe 
this  to  be  material  non-compliance  with  state  law  which  contributed  to 
the  qualified  opinion  on  the  office's  fmancial  schedules  (see  page  A-3). 
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Internal  Service  Fund  Section  17-8-101(6),  MCA,  states  "Fees  and  charges  for  ser\'ices 

deposited  in  the  internal  service  fund  t\pc  must  be  based  upon 
commensurate  costs."  The  office  has  an  Internal  Scrv  ice  Fund  to  record 
activities  for  the  Records  Management  Bureau  and  a  portion  of  the 
Admmislrative  Rules  Bureau 

The  fees  established  for  Records  Management  Bureau  were  established 
in  fiscal  year  1993-94.  Thq,office  does  not  have  any  documentation  to 
show  how  the  fees  were  detcrmmed.  Furthermore,  the  office  does  not 
record  the  revenue  and  expenditures  of  this  operation  in  a  manner  that 
documents  if  the  fees  it  collects  cover  the  costs  of  those  seu'ices. 

The  Administrative  Rules  Bureau  is  accounted  for  in  both  the  Internal 
Service  Fund  and  the  Enterprise  Fund.  The  portion  related  to  services 
provided  to  other  go\'emmental  agencies  is  recorded  in  the  Internal 
Service  Fund  with  the  remainder  of  the  activity  recorded  m  the 
Enterprise  Fund.  The  fees  for  the  admmistrative  rules  were  established 
in  1988.  The  office  does  not  have  documentation  to  show  the  costs  used 
in  determining  the  established  fees.  Furthermore,  there  are  two  mam 
fiinctions  within  the  Administrative  Rules  Bureau;  Administrati\e  Rules 
and  the  Administrative  Register.  These  functions  are  not  accounted  for 
separately  to  show  whether  each  of  these  services  is  self-supporting. 

According  to  the  accounting  records,  the  income  and  expenses  of  these 
two  bureaus  for  the  last  two  fiscal  years  are  as  follows: 


Records 
Management 

Administrative 
Rules 

Income 

$719,638 

$377,799 

Expenses 

$845,842 

$449,710 

Income  over 
(under)expenses 

($126,204) 

($71.9in 

The  fund  equity-  in  the  Internal  Service  Fund  decreased  fi^om  $226,385 
at  the  beginning  of  fiscal  year  1996-97  to  $108,006  at  the  end  of  fiscal 
year  1997-98.  Given  the  office's  current  cost  projections,  fee  revenues 
for  both  of  these  operations  will  need  to  increase  by  the  year  2000  or 
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costs  will  have  to  decrease.  Because  of  the  lack  of  management 
information  as  discussed  above,  we  were  unable  to  determine  which 
specific  fees  were  too  low.  As  a  result  of  the  office's  non-compliance 
with  section  17-8-101(6),  MCA,  some  customers  may  be  paying  too 
much  and  others  may  be  paying  too  little  for  the  services  they  receive. 

Recommendation  #2 

We  recommend  the  office  develop  a  system  to  document 
individual  Internal  Service  Fund  service  fees  are  commensurate 
with  the  costs  of  providing  the  service  as  required  by  state  law. 


Enterprise  Fund  The  office  uses  the  Enterprise  Fund  to  account  for  all  activity  not 

reported  in  the  Internal  Service  Fund.  This  includes  providing  services 
to  businesses  and  individuals  as  well  as  elections  services.  For  a  portion 
of  the  fees  deposited  in  the  Enterprise  Fund,  the  office  is  required  by 
state  law  to  establish  fees  commensurate  with  costs.  The  following 
table  identifies  the  fees  that  are  deposited  in  this  fund: 
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Findings  and  Rcconmicndations 


Service  of  Process 

Tahle  1 
Secretary  of  Stale  F 

Statutory 
Reference 

Rule  of  Civil 
Procedure  Rule 

4l)(6)(a) 

pe  Schedule 

Re(|uire<l  Fee  Basis 

Set  $10/  address 

Filing  Commissions/Issuing  Certificalcs 

1-5-40K 

Commensurate  with  co.sts 

Adminislralive  Rules 

2-4-313 

Commensurate  with  costs 

I*ublic  Records  Filing  &  Copying  Services 

2-6-103 

Commensurate  with  costs 

Public  Records  -  electronic  media 

2-6-110 

Commensurate  with  costs  as  outlined  in  the  law 

Corporate  Information  Lists 

2-15-403 

A  fee  may  be  charged 

Filing  Fee  -  Television  Districts 

7-13-2509 

Set  $5 

Candidate  Filing  Fees 

13-10-202 

Set  $15  -  $1336 

Writ  of  Attachment  Fee 

27-18-411 

Set  $2 

Filing  Fee  -  Farm  product  companies 

30-9-403 

Commensurate  with  costs** 

UCC  printout 

30-9-407 

Commensurate  with  costs 

Assumed  Business  Name  -  Filing 

30-13-217 

Commensurate  with  costs 

Assumed  Business  Name  -  Registration  & 
Renewal  Fee 

30-13-217 

Set  $50 

Trademark  -  Filings 

30-13-320 

Commensurate  with  costs** 

Corporate  Filings 

35-1-1206 

Commensurate  with  costs 

Corporate  -  License 

35-1-1207 

Set  $50  to  $1,000  depending  on  the  number  of  shares 
plus  $100  for  foreign  corporations 

Nonprofit  Corporations 

35-2-1003 

Reasonably  related  to  costs  of  providing  the  service** 

Reinstatement  Fee 

35-6-201 

Set  'A  filing  fee 

Limited  Liability  -  Filing  Fee 

35-8-211 

Commensurate  with  costs** 

Limited  Liability  ■  License  Fee 

35-8-212 

$50  plus  $50  for  foreign  corporations 

Limited  Partnerships-  Filing  Fee 

35-12-521 

Commensurate  with  costs** 

Cooperatives  -  Filings 

35-15-201 

Set  $20 

Cooperatives  -  amendments  to  Articles  of 
Incorporation 

35-15-205 

Set  $10 

Agricultural  Marketing  •  Filings 

35-17-205 

Set  $40  amendments  $10 

Rural  Cooperatives  -  Filings 

35-18-502 

Set  $40  amendments  $10,  Mergers  $10,  conversions 
$10,  Change  of  Office  $10 

Conservation  IJistricts  -  Filings 

76-15-213 

Set  -  no  charge 

•TJenotes  the  laws  that  require  the  office  to  maintain  records  demonstrating  the  fees  are  commensurate  with  costs. 
Compiled  by  the  Legislative  Audit  Division. 
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Findings  and  Recommendations 


The  office  also  provides  services  to  the  pubhc  not  hsted  in  the  table,  but 
collects  little  or  no  fees  for  these  services.  The  expenses  associated  with 
these  services  are  recorded  in  the  Enterpnse  Fund  and  include  costs 
related  to  the  Land  Board,  elections  duties,  and  legislative  actions  and 
assistance.  These  services  are  significant  to  the  total  expenses  of  the 
office  but  little  revenue  is  collected  to  offset  these  costs.  Office 
management  stated  other  fees  subsidize  these  services. 

In  our  previous  audit,  we  noted  the  office  could  not  provide  support  to 
document  the  fee  related  to  each  of  these  services  was  commensurate 
with  the  costs  of  providing  the  service.  The  office  still  does  not  have 
support  documenting  the  fees  are  commensurate  with  costs.  The  fund 
equity  in  the  Enterpnse  Fund  mcreased  from  $591,93 1  at  the  beginning 
of  fiscal  year  1996-97  to  $1,056,398  at  the  end  of  fiscal  year  1997-98. 
Since  we  were  unable  to  separate  the  fund  equity  related  to  fees 
established  by  statute  and  by  other  fees,  we  were  unable  to  determine 
whether  this  increase  is  related  to  the  set  fees  or  to  fees  that  may  not  be 
commensurate  with  costs. 

Office  management  indicated  that  they  track  fees  on  an  overall  basis  but 
do  not  have  a  system  in  place  to  track  each  fee  and  the  costs  to  perform 
the  related  service.  Since  several  of  the  fees  are  required  to  be 
commensurate  with  costs  and  some  fees  are  set  by  statute,  the  office 
should  develop  a  system  to  document  the  relationship  of  fees  to  the 
costs  of  processing  the  documents  and  providing  the  services.  Once  the 
office  has  deterrmned  which  fees  are  commensurate  with  costs  they  may 
have  to  increase  or  decrease  fees  for  some  services.  In  the  cases  where 
fees  are  set  by  statute  and  the  fees  do  not  cover  the  costs  of  providing 
that  service,  the  office  should  seek  legislative  direction  as  to  the  proper 
ftmding  sources  for  those  costs  or  the  appropriate  disposition  of  excess 
revenue.  If  the  office  believes  setting  fees  individually  is  not 
appropriate  or  efficient,  it  could  seek  legislation  that  would  require  fees 
in  total  be  commensurate  with  costs  rather  than  be  commensurate  on  a 
fee-by-fee  basis. 
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Findings  iind  Recommendations 


Recommendation  tt2> 

We  recommend  the  office: 

A.  Document  the  revenue  generated  from  and  the  costs 
associated  with  each  service  provided. 

B.  Ensure  fees  are  commensurate  with  costs  for  Enterprise  Fund 
activities  as  required  by  state  law. 


Allocation  of  Costs  S,i&\.c  law  requires  transactions  entered  on  the  state's  accounting  system 

be  recorded  in  accordance  with  Generally  Accepted  Accounting 
Principles  (GAAP).  The  Department  of  Administration,  Accounting 
Bureau,  has  adopted  state  accounting  policies  to  comply  with  GAAP. 
Accounting  for  financial  activity  in  accordance  with  these  requirements 
improves  the  quality,  consistency  and  comparabilit\'  of  the  resultant 
financial  information  among  state  agencies.  It  also  ensures  that  revenue 
and  expenditures  are  properly  and  consistently  measured  within  each 
fiscal  year. 

The  office  allocates  personal  service  expenses  between  funds  based  on 
anunsupportedestimateof  the  services  each  employee  provides.  There 
is  no  documentation  that  shows  the  employees  actually  provided 
services  in  the  areas  where  their  salaries  were  charged.  All  other 
expenses  are  allocated  based  on  the  personal  service  allocations.  If  the 
personal  service  allocations  are  improper,  all  the  other  expenses  are 
allocated  improperly  as  well. 

Under  GAAP  and  a  full  accrual  basis  of  accounting,  costs  should  be 
recorded  where  the  corresponding  revenue  is  recorded.  When  the 
legislature  moved  the  funding  of  the  office  to  proprietary  funds,  the 
legislature  intended  the  fees  of  the  office  be  commensurate  with  the  cost 
of  providing  the  service.  In  order  to  accomplish  this,  the  office  needs  to 
allocate  costs  to  reflect  actual  operations. 

We  interviewed  several  employees  and  compared  the  job  duties 
described  to  the  allocation  of  their  respective  salaries  and  noted  the 
allocations  did  not  properly  reflect  the  services  the  employees  provided. 
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Findings  and  Recommendations 


The  office  could  verify  employees'  time  by  performing  random  moment 
time  studies  or  having  each  employee  submit  detailed  time  sheets. 

The  office  operates  the  Records  Management  Bureau  ui  the  hitemal 
Service  Fund.  The  office  stores  a  number  of  its  own  records  at  the 
bureau  and  uses  other  services  provided  by  the  bureau.  The  office  does 
not  pay  for  these  services.  Personnel  stated  that  billmg  themselves 
overstates  revenues  and  expenses.  Instead  of  billmg  themselves  they 
allocate  some  of  the  personal  service  costs  of  the  records  management 
function  to  the  Enterprise  Fund.  Personnel  estimate  that  they  use 
approximately  $50,000  of  services,  but  allocate  $100,000  of  costs  to  the 
Enterprise  Fund  each  year.  This  overstates  expenditures  in  the 
Enterprise  Fund  and  understates  both  revenues  and  expenditures  in  the 
Internal  Service  Fund. 

The  definition  of  an  Internal  Service  Fund  is  an  account  used  for 
fmancing  goods  and  services  provided  by  one  agency  of  state 
government  to  other  agencies  of  state  government.  An  agency  should 
bill  each  agency  using  the  services.  By  allocating  costs  to  the  Enterprise 
Fund  rather  than  paying  for  services  provided,  the  office  is  unable  to 
show  the  true  cost  of  operating  the  Records  Management  Bureau. 

As  a  result  of  the  above  instances  we  determined  expenses  were  not 
allocated  appropriately  between  funds.  This  resulted  in  a  qualified 
opinion  on  the  fmancial  schedules  (see  page  A-3).  By  not  properly 
allocating  costs  between  funds,  the  office  fiirther  comphcates  its  ability 
to  determine  whether  its  fees  are  commensurate  with  costs  as  discussed 
on  pages  8  through  12. 

Recommendation  #4 

We  recommend  the  office: 

A.  Develop  a  system  to  document  personal  service  allocations. 

B.  Properly  allocate  expenses  among  the  services  provided  by 
the  office. 

C.  Pay  for  services  provided  to  the  office  by  the  Records 
Management  Bureau. 
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Disclosure  Issue 


Investment  Earnings  ^^^  °^^^^^  accounts  for  most  of  its  operations  in  an  Enterpnse  Fund. 

Durmg  fiscal  years  1996-97  and  1997-98,  this  fund's  average  month 
end  cash  balance  was  $894,483  with  a  minimum  balance  of  $488,775 
and  a  maximum  balance  of  $1,288,427.  This  cash  balance  was 
mamtained  m  the  cash  in  treasury  account  where  it  was  invested,  by  the 
Board  of  hivestments,  as  part  of  pooled  treasury  cash  with  the  interest 
being  deposited  into  the  General  Fund.  The  office  does  not  have  the 
authonty  to  retain  any  investment  earnings. 

The  office  pays  the  General  Fund  for  its  share  of  the  general  government 
costs  through  the  State  Fund  Cost  Allocation  Plan  (SFCAP).  Because 
the  office  is  operated  on  an  enterprise  basis  with  revenues  used  to  offset 
expenses  and  it  pays  SFCAP,  it  may  be  appropriate  to  use  investment 
earmngs  on  any  excess  cash  to  offset  expenses  rather  than  being 
deposited  into  the  General  Fund. 

Assuming  a  five  percent  rate  of  return  on  investments,  with  $400,000 
invested  durmg  fiscal  year  1996-97  and  $700,000  m  fiscal  year  1997- 
98,  the  office  could  have  earned  an  additional  $20,000  and  $35,000  of 
revenue,  respectively.  This  revenue  could  have  been  used  to  offset  fee 
revenue  and  reduce  the  fees  charged  or  it  could  have  been  used  to  fund 
an  additional  employee  to  help  implement  better  cash  management 
procedures  as  discussed  on  page  5.  The  office  may  want  to  seek 
legislation  that  would  allow  it  to  retain  investment  earnings.  We  make 
no  recommendation  at  this  time. 
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Independent  Auditor's  Report 
&  Office  Financial  Schedules 
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Page  A-2 


LEGISLATIVE  AUDIT  DIVISION 


Scott  A.  Seacat,  Legislative  Auditor 

John  W.  Northey,  Legal  Counsel 

Tori  Hunthausen,  IT  &  Operations  Manager 


Deputy  Legislative  Auditors: 

Jim  Pellegrini.  Performance  Audit 

James  Gillett,  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 


We  have  audited  the  accompanying  Schedules  of  Changes  in  Fund  Balances,  Schedules  of  Total 
Revenues  &  Transfers-In,  and  Schedules  of  Total  Expenditures  &  Transfers-Out  of  the  Secretary  of 
State's  Office  for  each  of  the  two  fiscal  years  ended  June  30,  1998.  The  information  contained  in  these 
financial  schedules  is  the  responsibility  of  the  office's  management.  Our  responsibility  is  to  express  an 
opinion  on  these  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial 
schedules  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  schedules.   An  audit  also  includes  assessing  the 
accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating  the 
overall  financial  schedule  presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our 
opinion. 

As  described  in  note  1 ,  the  financial  schedules  are  presented  on  a  comprehensive  basis  of  accounting 
other  than  generally  accepted  accounting  principles.  The  schedules  are  not  intended  to  be  a  complete 
presentation  and  disclosure  of  the  office's  assets,  liabilities,  and  cash  flows. 

The  office  did  not  record  all  the  expense  activity  related  to  Internal  Service  Funds  in  the  Internal 
Service  Fund,  and  the  office  did  not  pay  for  services  provided  by  the  Internal  Service  Fund  to  other 
functions  within  the  office.  This  resulted  in  the  following  misstatements: 
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Schedule  of  Chanpes  in  Fund  Balances 
Enterprise  Fund 

Beginning  Fund  Balance 

Budgeted  Expenditures  &  Transfers-Out 

Endmg  Fund  Balance 

Internal  Service  Fund 

Beginning  Fund  Balance 
Budgeted  Revenues  &  Transfers-In 
Budgeted  Expenditures  &  Transfers-Out 
Endmg  Fund  Balance 

Schedule  of  Total  Revenues  &  Transfers-In 
Internal  Service  Fund 
Charges  for  Services 

Schedule  of  Total  Expenditures  &  Transfers-Out 
Other  Services 


Over  (Under)  Stated 

Year  Ended 

June  30.  1997      June  30.  1998 


-0- 

$(13,485) 

$13,485 

31.236 

(13.485) 

(44,721) 

-0- 

13,485 

(50.000) 

(50,000) 

(63,485) 

(81,236) 

13.485 

44.721 

(50.000) 


(50.000) 


(50.000) 


(50.000) 


The  majority  of  the  revenue  recorded  by  the  office  is  based  on  fees  established  by  the  office.  State  laws 
require  various  fees  to  be  commensurate  with  costs.  The  office  could  not  demonstrate  compliance  with 
these  laws  and  we  believe  this  is  a  material  instance  of  noncompliance. 

In  our  opinion,  except  for  the  effects  of  the  matters  discussed  in  the  preceding  paragraphs,  the  financial 
schedules  referred  to  above  present  fairly,  in  all  material  respects,  the  results  of  operations  and  changes 
in  fund  balances  of  the  Secretary  of  State's  Office  for  each  of  the  two  fiscal  years  ended  June  30.  1998, 
in  conformity  with  the  basis  of  accounting  described  in  note  1 . 

Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


August  26,  1998 


Page  A-4 


SECRETARY  OF  STATE'S  OFFICE 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1 998 


FUND  BALANCE:  July  1,  1997 

ADDITIONS 

Budgeted  Revenues  &  Transfers-ln 

Prior  Year  Revenues  &  Transfers-ln  Adjustments 

Direct  Entries  to  Fund  Balance 
Total  Additions 

REDUCTIONS 

Budgeted  Expenditures  &  Transfers-Out 

Nonbudgeted  Expenditures  &  Transfers-Out 

Prior  Year  Expenditures  &  Transfers-Out  Adjustments 
Total  Reductions 

FUND  BALANCE:  June  30,  1998 

'  See  note  3  on  page  A-12. 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is 
provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-1 1 . 


General 
Fund 

Enterprise 
Fund 

Internal 
Service  Fund 

(500)    $ 

929,778  $ 

186,234 

1,964,516 
13,669 
(59,829) 
1,918,356 

482,204 
(260) 
(87,682) 

0 

394,262 

1,798,791 
(6,223) 
(832)     . 
1,791,736 

466,433 
6,921 

(864) 

0 

472,490 

(500)'  $ 

1,056,398  $ 

108,006 
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SECRETARY  OF  STATE'S  OFFICE 
SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 
FOR  THE  FISCAL  YEAR  ENDED, JUNE30.  1997 


FUND  BALANCE  July  1,  1996 

ADDITIONS 
Budgeted  Revenues  &  Transfers-ln 
Prior  Year  Revenues  &  Transfers-ln  Adjustments 
Cash  Transfers  In  (Out) 

Total  Additions 

REDUCTIONS 
Budgeted  Expenditures  &  Transfers-Out 
Nonbudgeted  Expenditures  &  Transfers-Out 
Pnor  Year  Expenditures  &  Transfers-Out  Adjustments 

Total  Reductions 

FUND  BALANCE:  June  30,  1997 
'  See  note  3  on  page  A-12. 


General  Fund 

$" 

Enterprise 
Fund 

$ 

Internal 
Service  Fund 

(3,010) 

591,931 

226,385 

'       2,510 

1,822,327 
6,050 

478,798 
6,656 

2,510 

1,828,377 

485,454 

1,457,963 
52,439 
(19,872) 
1,490,530 

532,152 

(2,659) 
(3,888) 

0 

525,605 

(500)' 

^-. 

929,778 

$ 

186.234 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is 
provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-1 1 . 
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SECRETARY  OF  STATE'S  OFFICE 

SCHEDULE  OF  TOTAL  REVENUES  &  TRANSFERS-IN 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1998 


TOTAL  REVENUES  &  TRANSFERS-IN  BY  CU\SS 

Charges  for  Services 

Sale  of  Documents,  Merchandise  and  Property 

Miscellaneous 
Total  Revenues  &  Transfers-ln 


Enterprise 
Fund 

1,887,231 

87,990 

2,964 

1,978,185 


Internal 

Service 

Fund 


Total 


$      399,824  $  2,287,055 
39,116  127,106 

43,004  45,968 


481,944       2,460,129 


Less:        Nonbudgeted  Revenues  &  Transfers-ln 

Prior  Year  Revenues  &  Transfers-ln  Adjustments 
Actual  Budgeted  Revenues  &  Transfers-ln 

Estimated  Revenues  &  Transfers-ln 
Budgeted  Revenues  &  Transfers-ln  Over  (Under)  Estimated 

BUDGETED  REVENUES  &  TRANSFERS-IN 

OVER  (UNDER)  ESTIMATED  BY  CLASS 

Charges  for  Services 

Sale  of  Documents,  Merchandise  and  Property 

Miscellaneous 
Budgeted  Revenues  &  Transfers-ln  Over  (Under)  Estimated 


13,669 
1,964,516 
1,682,502 


(260) 


482,204 
485,000 


0 

13,409 
2,446,720 
2,167,502 


$      282.014     $         (2.796)$      279.218 


292,561  $ 

85  $ 

292,646 

(12,011) 

(10,884) 

(22,895) 

1,464 

8,003 

9,467 

$      282,014     $         (2.796)$      279,218 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided 
in  the  notes  to  the  financial  schedules  beginning  on  page  A-1 1 . 
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SECRETARY  OF  STATE'S  OFFICE 

SCHEDULE  OF  TOTAL  REVENUES  &  TRANSFERS-IN 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1997 


TOTAL  REVENUES  &  TRANSFERS-IN  BY  CLASS 

Charges  for  Services 

Sale  of  Documents,  Merchandise  and  Property 

Miscellaneous 
Total  Revenues  &  Transfers-ln 

Less:         Nonbudgeted  Revenues  &  Transfers-ln 

Prior  Year  Revenues  &  Transfers-ln  Adjustments 
Actual  Budgeted  Revenues  &  Transfers-ln 

Estimated  Revenues  &  Transfers-ln 
Budgeted  Revenues  &  Transfers-ln  Over  (Under)  Estimated 

BUDGETED  REVENUES  &  TRANSFERS-IN 

OVER  (UNDER)  ESTIMATED  BY  CLASS 
Charges  for  Services 
Sale  of  Documents,  Merchandise  and  Property 

Miscellaneous 


Enterpnse 
Fund 


1 ,730,055 

94,690 

3,632 

1,828,377 

8,050 

1,822,327 
1 ,496,502 

325,825 

Internal  Service 
Fund 

380.229 
58.825 

46,399 

485,453 


6,656 


Total 


2,110.284 

153,515 

50,031 

2,313,830 

0 

12,706 

2,301^124 
2,061,502 


478,797 

565,000       _      

(86,203J$         239,622 


348,504   $ 

(101,302)$ 

247,202 

(25,311) 

(6,175) 

(31,486) 

2,632 

21,274 

23,906 

Budgeted  Revenues  &  Transfers-ln  Over  (Under)  Estimated       $  325,825  $  (86,203)  $        239,622 


This  schedule  is  prepared  from  the  Statev/ide  Budgeting  and  Accounting  System.  Additional  information  is 
provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-1 1 . 
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SECRETARY  OF  STATE'S  OFFICE 

SCHEDULE  OF  TOTAL  EXPENDITURES  &  TRANSFERS-OUT 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1998 


Busltiess  & 

Government 

Services 


PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  OBJECT 


Personal  Services 

Salaries  $         1,004,198 

Employee  Benefits  277,616 

Personal  Services-Other  (10,434) 

Total  1,271,380 

Operating  Expenses 

Other  Services  604,363 

Supplies  &  Materials  90,806 

Communications  99,294 

Travel  27,612 

Rent  114,787 

Utilities  2,999 

Repair  &  Maintenance  21 ,539 

Other  Expenses  18,791 

Goods  Purchased  For  Resale  12,655 

Total  992,846 

Equipment  &  Intangible  Assets 
Equipment 
Total 

Total  Program  Expenditures  &  Transfers-Out 

PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  FUND 

Enterprise  Fund 
Internal  Service  Fund 
Total  Program  Expenditures  &  Transfers-Out 

Less:        Nonbudgeted  Expenditures  &  Transfers-Out 

Prior  Year  Expenditures  &  Transfers-Out  Adjustments 
Actual  Budgeted  Expenditures  &  Transfers-Out 

Budget  Authority 
Unspent  Budget  Authority 

UNSPENT  BUDGET  AUTHORITY  BY  FUND 

Enterprise  Fund 
Internal  Service  Fund 
Unspent  Budget  Authority 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is 
provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-1 1 . 


$ 

2,264,226 

$         1,791,736 
472,490 

2,264,226 

698 

(1,697) 

2,265,225 
2,414,940 

$ 

149,715 

$ 

76,410 
73,305 

$ 

149,715 
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SECRETARY  OF  STATE'S  OFFICE 

SCHEDULE  OF  TOTAL  EXPENDITURES  &  TRANSFERS-OUT 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1997 

Business  & 
Government 
Services 
PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  OBJECT 

Personal  Services 

Salaries  $                   978,601 

Employee  Benefits  268,899 

Personal  Services-Other  (Z?Z1 

Total  ..  L246ZZ3_ 

Operating  Expenses 

Other  Services  374.988 

Supplies  &  Materials  75,731 

Communications  102,141 

Travel  15,075 

Rent  107,550 

Utihtes  ■■  '99° 

Repair  &  Maintenance  19,835 

Other  Expenses  95,535 

Goods  Purchaseci  For  Resale  9,012_ 

Total  801,857 


Equipment  &  Intangible  Assets 

Equipment  {32A97) 

Total  (32.497) 

Total  Program  Expenditures  &  Transfers-Out  $  2,016,133 

PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  FUND 

Enterpnse  Fund 
Internal  Service  Fund 
Total  Program  Expenditures  &  Transfers-Out 

Less:       Nonbudgeted  Expenditures  &  Transfers-Out 

Prior  Year  Expenditures  &  Transfers-Out  Adjustments 
Actual  Budgeted  Expenditures  &  Transfers-Out 

Budget  Authority 
Unspent  Budget  Authority 

UNSPENT  BUDGET  AUTHORITY  BY  FUND 

General  Fund  $                       38,246 

Enterpnse  Fund  23,443 

Internal  Service  Fund  2,848 

Unspent  Budget  Authority  $                       64,537 

This  schedule  is  prepared  from  the  Statev/ide  Budgeting  and  Accounting  System.  Additional  information  is 
provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-1 1 


$ 

1,490,530 
525,604 

2,016,134 

49,781 
(23,761) 

1,990,114 
2,054,652 

$ 

64,537 

Page  A-10 


Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1998 


1.         Summary  of  Significant 
Accounting  Policies 

Basis  of  Accounting 


The  office  uses  the  modified  accrual  basis  of  accounting,  as  defmed  by 
state  accounting  policy,  for  its  Governmental  Funds,  hi  applying  the 
modified  accrual  basis,  the  office  records: 

Revenues  when  it  receives  cash  or  when  receipts  are  measurable 
and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  office  incurs  the 
related  liability  and  it  is  measurable,  with  the  exception  of  the  cost 
of  employees'  annual  and  sick  leave.  State  accounting  policy 
requires  the  office  to  record  the  cost  of  employees'  annual  leave  and 
sick  leave  when  used  or  paid. 

The  office  uses  the  accrual  basis  of  accounting  for  Proprietary  Funds. 
Under  the  accrual  basis,  as  defmed  by  state  accounting  policy,  the  office 
records  revenues  in  the  accounting  period  earned,  when  measurable,  and 
records  expenses  in  the  period  incurred,  when  measurable. 

Expenditures  and  expenses  may  include:  entire  budgeted  service 
contracts  even  though  the  office  receives  the  services  m  a  subsequent 
fiscal  year;  goods  ordered  with  a  purchase  order  before  fiscal  year-end, 
but  not  received  as  of  fiscal  year-end;  and  equipment  ordered  with  a 
purchase  order  before  fiscal  year-end. 


Basis  of  Presentation 


The  financial  schedule  format  is  in  accordance  with  the  policy  of  the 
Legislative  Audit  Committee.  The  financial  schedules  are  prepared 
from  the  transactions  posted  to  the  Statewide  Budgeting  and  Accounting 
System  without  adjustment.  Accounts  are  orgamzed  m  funds  according 
to  state  law.  The  office  uses  the  following  funds: 
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Notes  to  the  Financial  Schedules 


Governmental  Funds 


General  Fund  -  lo  account  for  ail  financial  resources  except  those 
required  to  be  accounted  for  in  another  fund.   Starting  fiscal  year 
1996-97,  the  office  no  longer  received  General  Fund  support. 


Proprietary  Funds 


Internal  Service  Fund  -  to  account  for  providing  goods  or  services 
within  government  on  a  cost-reimbursement  basis.  The  Internal 
Service  Fund  includes  the  activity  of  records  management  and  the 
sale  of  Administrative  Rules  of  Montana  (ARM)  to  governmental 
agencies. 


Enterprise  Fund  -  to  account  for  operations  (a)  financed  and 
operated  in  a  manner  similar  to  private  business  enterprises,  where 
the  Legislature  intends  that  the  office  finance  or  recover  costs 
primarily  through  user  charges;  or  (b)  where  the  Legislature  has 
decided  that  periodic  determination  of  revenues  earned,  expenses 
incurred  or  net  income  is  appropriate.  The  office  Enterprise  Fund 
includes  activity  related  to  the  sale  of  ARM  to  the  public,  and 
activity  for  business  and  government  services  such  as  filing  annual 
reports  and  articles  of  incorporation.  This  fund  also  includes 
activity  related  to  elections. 


Cash  Transfers  In 


In  the  General  Fund  the  amount  of  Cash  Transfers  In  during  fiscal 
year  1996-97  is  related  to  closing  out  fiscal  year-end  cash  accounts 
from  fiscal  year  1995-96. 


General  Fund  Balance 


The  fund  balance  in  the  General  Fund  is  related  to  $500  of  payables 
the  office  has  recorded  in  the  General  Fund.  These  payables  were 
established  in  fiscal  year  1993-94  and  are  related  to  warrant 
cancellations. 


Equipment  Capitalization 


During  fiscal  year  1997-98,  the  capitalization  limit  on  equipment 
increased  from  $1,000  to  $5,000.   All  equipment  on  the  accounting 
records  valued  at  less  than  $5,000  was  removed  which  resulted  in 
direct  entries  of  $59,829  and  $87,682  in  the  Enterprise  and  Internal 
Service  Funds,  respectively. 
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SECRETARY  OF  STATE 

STATE  OF  MONTANA 


Mike  Cooney 
Secretary  of  State 


November  13,  1998 

Mr.  Scott  Seacat 
Legislative  Auditor 
Legislative  Audit  Division 
P.O.  Box  201705 
Helena,  Montana  59620-1705 


Montana  State  Capitol 

PO  Box  202801 

Helena,  MT  59620-2801 
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Dear  Mr.  Seacat: 

Thank  you  for  the  opportunity  to  respond  to  the  financial  compliance  audit  report  on 
the  Office  of  the  Secretary  of  State  for  the  two  fiscal  years  ending  June  30,  1998. 

The  financial  compliance  audit  includes  four  recommendations.  For  each 
recommendation,  the  office  of  the  Secretary  of  State  concurs  with  the  findings  of  the 
audit  report.  Below,  I  have  provided  additional  responses  to  each  of  these. 


Recommendation 


Improving  cash  management  to  adequately  safeguard  cash  and 
prevent  theft. 


We  concur  that  the  cash  management  procedures  for  the  office  need  serious 
repair.  The  result  of  cash  not  being  deposited  into  the  state  treasury  and  cash 
being  deposited  17  to  109  days  after  receipt  is  unacceptable.  To  that  end,  1 
have  implemented  procedures  that  will  ensure  that  we  deposit  cash  within  24 
hours  of  receipt. 

We  also  believe  that  we  must  continue  to  improve  upon  the  years  of  work  that 
we  have  done  and  bring  the  process  of  depositing  of  checks  into  full 
compliance  with  state  law.  We  are  in  the  process  of  setting  up  procedures  that 
will  remove  checks  from  documents  immediately  upon  receipt,  thereby 
allowing  for  deposit  of  these  into  the  state  treasury  within  24  hours.  This  will 
require  the  purchase  of  a  new  computer  database  system  and  we  are  testing 
various  systems  that  are  on  the  market. 
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Recommendation  2  and  3    Establishing  fees  commensurate  with  costs  in  accordance  with 

state  law. 

This  office  is  unique  to  state  government.   Since  the  passage  of  HB576  in 
1 995  we  have  been  working  hard  to  meet  the  letter  of  the  law  and  the  intent 
of  the  legislature.  We  believe  the  experiment  to  have  the  Secretary  of  State's 
office  operate  like  a  business  has  worked  well  and  we  are  committed  to  seeing 
this  process  completed  to  the  last  detail. 

We  have  found  that  issues  such  as  "fees  commensurate  with  costs"  are  not 
easilv  defined  nor  determined  in  an  agency  that  has  internal  service  fees, 
enterprise  fees,  and  provides  many  services  that  have  no  fees.  We  feel  it  is  an 
issue  that  the  legislature  must  ultimately  address  with  a  clear  statement  of 
intent. 

During  the  1997  legislative  session,  we  presented  this  situation  to  our  budget 
subcommittee.  We  noted  in  our  presentation  that  while  we  have  individual 
bureaus  with  various  fees,  we  operate  our  agency  as  a  whole.  We  recognized 
and  shared  with  them  that  our  business  services  fees,  while  the  lowest  in  the 
nation,  subsidize  other  Secretary  of  State  services.  They  agreed  with  our 
business  decision  that  the  office  continue  to  operate  as  a  whole. 

In  order  to  address  the  valid  concerns  of  the  legislative  auditor  and  their  need 
to  decide  if  fees  are  commensurate  with  costs,  we  will  seek  legislation  that 
clarifies  the  legislative  intent  for  this  office.  We  will  seek  legislation  that 
requires  fees  in  total  be  commensurate  with  costs  rather  than  be  commensurate 
on  a  fee-by-fee  basis  and  that  the  office  of  the  Secretary  of  State  continue  to 
operate  like  a  business.  We  would  request  that  the  Legislative  Audit 
Committee  help  us  with  this  legislation. 

Recommendation  4  Allocation  of  costs  appropriately  between  the  Enterprise  and  Internal 

Service  Funds. 

The  office  has  worked  diligently  to  create  a  proper  system  of  cost  allocation  for 
budgeting  purposes.  This  has  been  a  tool  that  the  Office  of  Budget  and 
Program  Planning  and  our  budget  subcommittee  have  used  to  ensure  that 
office  has  the  proper  funding  for  the  upcoming  bienniums. 
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We  agree  that  the  office  needs  to  develop  a  system  that  documents  our 
decisions  for  cost  allocation.  We  have  worked  to  develop  a  system  that  meets 
the  needs  of  not  only  the  office,  but  also  the  Legislative  Auditor  and  OBPP. 

We  concur  with  the  auditor's  recommendation  to  expense  individual  Secretary 
of  State  bureaus  for  services  provided  by  the  records  management  bureau  and 
likewise  record  that  revenue  in  records  management. 

Disclosure  Issue  Investment  Earnings. 

We  agree  that  the  office  would  benefit  from  the  authority  to  retain  its 
investment  earnings. 

We  urge  the  legislative  audit  committee  to  seek  legislation  that  would  give  the 
office  of  the  Secretary  of  State  this  authority.  We  believe  this  will  ensure  that 
this  office  can  continue  to  operate  as  a  business,  provide  for  the  expense  of 
duties  without  fees  (ie.  elections),  and  allow  us  to  continue  to  provide  quality 
customer  service  at  costs  lower  than  other  states. 

Thank  you  again  for  your  time.   I  have  enjoyed  working  with  your  staff  over  the  past 
several  months  and  appreciate  their  professional  and  thorough  review  of  the  Office  of 
the  Secretary  of  State.   I  thank  them  for  the  timely  reporting  of  their  findings  so  that 
we  can  work  not  only  to  implement  new  procedures,  but  improve  upon  those 
procedures  already  in  place. 

I  look  forward  to  discussing  this  with  the  Legislative  Audit  Committee  in  December. 
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